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The Relations of Life Insurance te the Public: 


The Relations of the Public to Life Insurance. 


To know the precise place a given interest should hold in the 
regard of the community, and the treatment it should receive at the 
hands of the law-making power, it is necessary to know the precise 
character and importance of the function performed for the com- 
munity by that interest. 

The community is an aggregate of single human lives; its insti- 
tutions are the conditions and modes under and by which these lives 
exert their energies; its culture, character, and material wealth, its 
mental activities and its industries, are the aggregate products of 
these energies. The value of each life to the community lies in the % 
quantity and quality of its product—its culture, character, and 
material product in whatever form. Weare now concerned mainly 
with the value of the life, viewed from the standpoint of its material 
product. . 

It is right to consider as capital that which produces money or 
its distinct equivalent; its economic place and value cannot be 
assigned or measured in any other terms. The life which produces 
money for any other life or lives earns it by any labor, whether in 
sowing wheat, making an engine, or writing a book, which does that 
which has a recognized and continual money equivalent, and which 
stands to others for money or what money will buy, is itself capital, 
has a distinct measurable money value, to be ascertained at any time 
by taking the present worth of what it earns, combined with its 
chances of duration. Each productive life has its present earning 
power; each healthy life has its period of probable or average dura- 
tion by the law of mortality; that earning power during that period 
has a readily calculable money value, and, as the producer of the 
value, is capital. 
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If the life dies before its average lifetime is complete, by so doing 
it has failed to yield its product; its earning power during that 
remainder of average lifetime which will not be lived is lost; so 
much definite money value, capital, is lost. 

For this loss to the community there is but one esata it ane 
replacement of the lost life by another of equal productive capacity. 
This is effected only by the processes of birth, nurture, education, 
and training. These the community can assist or retard by its 
standards and modes of social life, and the presence or absence of 
facilities dependent on public opinion and legislation. Where the 
family is best guarded, its maintenance made easiest, the moral 
standard kept highest, thorough and sufficient intellectual training 
given to all, and honest labor of all kinds held in the highest respect, 
young and growing life will have its highest potential value, its 
widest opportunity of present development, and its greatest possi- 
bilities of future result. Here the replacement of lost lives will be 
readiest and most complete. 

But, again, the community is merely an aggregate of smaller 
communities—families. Each productive life, as a rule, has about it, 
and dependent upon it, several unproductive and helpless lives which 
it has called into being, made helpless, and for which it is responsible 
_to the community, and from which the forces of the community are 
to be recruited. 

A man may be said to create his family. Its existence is due to 
his voluntary act; and, so long as it remains distinctively his, it is 
perfectly helpless, dependent upon him for all its needs, and subject 
in all things lawful to his control. His obligation to and for these 
helpless lives is, therefore, entire and absolute. To them his life 
and its product, present and future, are peculiarly capital, their finan- 
cial dependence. It is to give them bread day by day; it is to 
educate and train them for their future service to themselves and to 
the community. 

Take a man thirty-five years of age, in sound health, earning 
$1,000 a year. If money is worth 4 per cent. interest, the present 
value of his earnings for his probable after lifetime, by the American 
table, is $17,500. That is the cash value of his life to his family; 
that is the actual money-equivalent lost by them if he dies; that is 
what they are in constant danger of losing; that is what he is 
imperatively bound to protect them against losing; that is the value 
of the substitute he must have always ready for that contingency. 
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If he has that sum properly invested apart from all risks of business, 
and if the income from it be not needed in addition to his earnings 
for the current uses of the family, he may be said to have ready a 
substitute for the money value of his life. 

How many Americans earning that sum, or two or three times 
that sum, with dependent families, have that substitute or any con- 
siderable part of it ready and really available? The loss goes on at 
a rate few appreciate. Take 100,000 men aged thirty-five, in good 
health, earning $1,000 a year each; the present money value of their 
lives to their families is $1,750,000,000; and during that year there 
will be lost about $15,655,500; ten years later the loss is at the rate 
of $17,021,000; twenty years later it is at the rate of nearly $23,- 
000,000; the only question as to the community is, upon what families 
will it strike; as to the family, the only question is, when will it 
strike; as to the whole number, so many lives will go; as to the 
total value of all, so much value will be lost. Death, like fire, 
destroys utterly. What was, is not. 

In the absence of an investment for a sufficient amount and of a 
proper kind to be a complete substitute for the value lost, how shall 
the disastrous effect of the loss to the families on which it falls be 
averted? There is but one possible way. The loss can be taken 
from the family on which it falls only by placing it on those who 
live. The only remedy for the family is distribution over the com- 
munity; bearing each other’s burdens. Instead of the family losing 
its $17,500, the survivors must lose each a small sum—his share of 
thé $17,500—and so the family is made financially whole. That, in 
substance, is all there is of life insurance. All the rest is mere 
method. 

But see what it is to that family. It is daily bread, a home, a 
training, an education, a position, a standing ground for the future, 
and a fair start in its struggle. It is all that the material product of 
the lost life could have been; the rest of the loss is beyond our help. 

What is it tothe community? It is the preservation in complete 
integrity of its unit—the family—keeping in its loving bond, under 
the tenderest care, the wisest nurture, the soundgst training, and the 
strongest safeguards, those growing, forming lives which, with their 
character and training, are to be a part of itself. It is its defense 
against shattered homes and scattered families; against ignorance, 
pauperism, vice, and crime. It is the only means whereby the 
average of mankind can be set in families without hazard to the 
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community. It is the only adequate, material protection of the very 
sources of society, and of its forces. 

That is the essential function of life insurance for the community. 
What higher function can any human institution fulfill? 

What now should the community do for life insurance? It should 
provide proper guards for its practical administration, and then let 
it alone to do its beneficence without hindrance; provide sufficient 
legal remedies for the protection of its beneficiaries against breach 
of contract, and for the protection of itself against fraud, to which it 
is in some points much exposed; then, let it grow. 

The main point in which life insurance, like other kinds of 
insurance, just now receives much legislative attention, is as to its 
capacity to bear taxation. There is a strong tendency to tax corpo- 
rations—which can be easily compelled to state tru'y the amount 
and value of their property which is in sight and easily reached—all 
they can bear. The legislator who represents the unobtrusive but 
numerous and voting farmers, whose votes control the machinery by 
which their farms are taxed, knows no easier road to favor, with no 
questions asked, than to shift a part of the expenses of the State and 
all its legislative extravagances upon any body of money or property 
lying in sight, regardless of what it represents or is to be used for. 

It is one purpose of this paper to show why life insurance ought 
not to be so treated. It may be useful to take a comparison between 
it and something else which is well known, with relations pretty well 
fixed in the public mind, and with which life insurance is frequently 
compared—that is, the savings banks. 

But the analogy between savings banks and life insurance is 
purely accidental, superficial, and misleading. The single point of 
similarity or suggestion of resemblance is in the fact that each 
receives and accumulates money. This receipt and accumulation is 
the purpose of the bank. It is a mere incident to the purpose of a 
life insurance company. 

Deposits in savings banks represent prosperity and thrift—a 
saving and investment of money formerly acquired, or of surplus 
income—just as mgich as if the amounts had been separately invested 
by the individual owners, instead of being joined with other funds 
for a supposed advantage of investment. In their essential charac- 
ter they do not differ from the investment of money by the individual 
owner in real estate or any other form of productive property or 
interest-bearing securities. They represent actual wealth in full 
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personal possession, control, and enjoyment, put out at usury. The 
only title of these deposits to special consideration at the hands of 
the taxing power lies, not in their own essential character, but in the 
circumstances of the average depositor. To the depositor the 
deposit represents in all particulars just what real estate, stocks, or 
bonds represent to him who owns them. There’ is no difference. 
The deposits are the principal and increase of existing available 
wealth for which the depositor has no present use. 

/ Insurance simply apportions the infliction of loss among many, 
instead of leaving it on one. It has nothing to do with wealth, earn- 
ings, or production, except by its machinery to make the whole 
community share in each member’s loss of such wealth. It does not 
restore that which was destroyed. To take as a tax any portion of 
the money used to adjust the distribution of the loss either increases 
the loss to the community who suffers it for the individual by mak- 
ing them pay the tax in addition to their payment of his loss, or 
leaves by so much the loss on the individual. Either way it is 
destroyed property, not property in existence and use, which is the 
occasion and subject of the tax, and the amount of destruction 
apportioned among the community is the measure of the tax. This 
is clear enough in every form of fire, marine, or ordinary property 
insurance, if one but looks beyond the mere action of machinery to 
what it really accomplishes. As such losses are pretty uniform from 
year to year, a uniform premium sufficient only for the yearly losses, 
expenses, and reasonable profit to the capital protecting the con- 
tracts is charged, and no accumulations therefrom are necessary, and 
there is no suggestion of even an outward similarity to a savings 
bank. 

Life insurance is identical in principle and actual function with 
all other forms of property insurance; the obscurity as to that 

/ identity lies in the fact that people do not ordinarily think of life as 
actual property or capital; and the difference in machinery grows 
out of the fact that the loss of life among a given body of persons is 
net uniform from year to year, as the average loss by fire is, but 

\\increases in a rapidly ascending ratio with advancing age. Every 
productive life as truly represents capital and property as does any 
other thing capable of money production; its loss is as truly a money 
loss to those who are dependent upon its earnings, and to the com- 
munity of whose aggregate activity it forms a part. It is entirely in 
this view that its practical and legal status is fixed. 
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Whereas houses may not burn, and ships may not sink, life must 
end; the risk therefore rises to the maximum of certainty; the 
element of chance is only as to time. The money loss is therefore 
great and certain. 

The ratio of deaths, and therefore of money loss, increases each 
year—e. g.: | 

Suppose ten thousand men aged thirty agree by a contract, which 
cannot be broken, and is not broken, that on the death of each the 
survivors will assess themselves enough to pay the family of the 
decedent $10,000. During the first year there would be eighty-four 
deaths and the assessment would be $84.70 each; the tenth year it 
would be $104.20 each; the twentieth year it would be $161.45 
each; the thirtieth year it would be $313.20 each; in the fortieth 
year there would be 270 deaths, and the 3,883 survivors would be 
assessed $695.34 each, and so on. Now these assessments and 
payments do not represent production or prosperity; here is no 
creation or increase of wealth. Simply, one by one each family has 
lost the money value of its head, his earnings and pecuniarily valu- 
able care; and, that the family might not be overwhelmed thereby, 
the survivors have divided the loss among themselves. That is all 
the simple machinery of that company has effected. To have taken 
any portion of the assessment or premium as a tax would have left 
just so much of the loss still weighing on the family. To have 
added a tax to the assessments would have increased the loss actually 
suffered by the survivors on whom it fell. 

These assessments or premiums have no suggestion of savings 
bank in them. There is nothing but pure loss, destruction of capital, 
and the distribution of that loss over the whole community. Buta 
company cannot actually be managed that way. A man will not 
agree to pay $84.70 the first year, and $695.34 the fortieth year, and 
$3,224 the sixtieth year, and all the intervening growing assessments. 
As the strength and value of such a company lies in its permanency, 
a mode must be found of avoiding such increase of assessment as 
would drive out members—that is, there must be a uniform assess- 
ment or premium from year to year, and this will be an average of 
the naturally increasing annual assessment just mentioned, which 
average will be larger than the assessment in the earlier years and 
smaller than those of advanced age. And the excess of the uniform 
premiums above the early assessments must be veserved to meet the 
later assessments when they rise above the uniform premium. 
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Assuming that these items of excess will, while so reserved, earn 
4 per cent., and taking again the 10,000 men aged thirty agreeing to 
bear each other’s loss to the amount of $10,000 each, the uniform 
annual assessment or premium of each so long as he lives would be 
$169.70, disregarding expenses. The progress will be as follows: 


Excess of pre-| Excess of losses 
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It is unnecessary to go further. 

The obvious point is that these items of excess are simply con- 
tributions to losses paid for convenience before the losses occur. 
They still represent nothing but loss and its distribution. Their 
essential character is not changed by the temporary holding in 
reserve. 

The fact that while so held this reserve is invested, changes only 
this: that it makes the uniform yearly assessment or premium some- 
what less than if it were held in actual currency, and also somewhat 
modifies the rates at which the reserve is diminished toward the end. 

But it is this temporary reserve and investment while held that 
constitutes the superficial analogy to the savings bank, which is 
strengthened to ordinary observation by the fact that, instead of 
starting with a full membership and actually dying out as in my 
illustration, new members are constantly succeeding the decedents, 
and new items of reserve are continually replacing these drawn out. 
While there is an appearance of a permanent reserve, there is really 
a succession of reserves. 

Another fact which has misled many is this: from the foregoing 
arithmetical analysis, it is evident that the last surviving policy- 
holders under the uniform annual premium cannot get their policies 
paid from current premium receipts, but must have them paid from 
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the items previously reserved. In our illustration, out of the 10,000 
there will be just one living at the beginning of the sixty-seventh 
year of the contract, or at the age of ninety-seven. He will pay his 
$169.70 at the beginning of the year, and die during the year, so 
that there would need to have been on hand at the beginning of the 
year, exclusive of the $169.70 paid, $9,445.68 to secure the payment 
of his $10,000 at the end of the year. The general proposition is 
that, as the members approach the limit of life, the ratio of premium 
receipts to losses incurred declines with accelerated rapidity, and the 
receipts become entirely inadequate to meet the losses; and, there- 
fore, there must be in reserve to meet these losses a sum which, 
with its interest and the premiums to be received, shall pay them 
as they fall in before the limit of age is reached, and shall also equal 
the face of the few policies which do not suffer loss until the limit 
of life is reached. In form, the sum is determined by an aggregation 
of the individual chances of living and dying. But, whether con- 
sidered as to the individual or in the aggregate, it is evident that 
the reserve represents nothing different in character in the slightest 
degree from the yearly assessments for losses under the first form 
of illustration. | 

In a word, to those who do not carry the analysis far enough to 
distinguish clearly between the form and the substance, the form is 
confusing, and this confusion exists with most American writers 
who have undertaken to instruct the public and legislatures. 

Regarding the company, as it really is, as an association of 
persons bound to share each other’s losses, we easily see the essen- 
tial nature of the reserve as prepayments. in part of future losses, 
thus placing a part of the burden of the late and heavy losses on the 
early years of lighter loss, and the operation of interest is simply to 
assist to this end; and therefore a tax on the reserve is a tax on the 
losses, either increasing the loss to the number who bear it together, 
or by so much preventing them from making it good to the individual 
who has suffered or is to suffer it; either way it is an abhorrent 
thing, measuring men’s financial obligation to the State, not by the 
property it protects, but by the losses they suffer; taxing not what 
they have, but what they have lost. 

But regarding the company again, as it also really is, as a 
corporate entity, charged with the practical adjustment of the 
associative purpose by means of a definite contract, and standing 
therefore as a third person between the several associates in respect 
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of their individual rights, and between them and the whole world, 
the corporation evidently becomes at once indebted for the items of 
this reserve as they come into its possession, to the future losers, 
whose losses are thus partly prepaid in the present. Every company 
treats the reserve as a debt; so does every State, naming the reserve 
as a debt or liability, and making the possession of equivalent assets 
the test of solvency, and solvency is but the ability to pay debts; 
and not only in the aggregate, but each company now regards the 
items contributed to the reserve by each member as being so far a 
debt to him in case he drops his policy that it gives him a paid-up 
insurance for such amount as these will buy as a single premium. 

To sum up: From the associative point of view, the reserve is a 
partial payment of heavy losses while actual losses are still light. 
A tax on the reserve is therefore a tax on losses, either increasing 
by so much the amount lost by the community, or else by so much 
leaving the loss where it first fell, on the stricken family. From a 
corporate point of view, it is a debt, and cannot be described other- 
wise; and as to the corporation, a tax upon it is a tax upon its debt, 
and a seizure of a portion of the means of paying the debt. 

Mr. Sumner was not wrong when, as Congress was hunting for 
property to help bear the war burdens in 1862, and it was proposed 
to tax life insurance, he said it would be a tax on a tax, and a 
barbarism. 
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